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Applicationof Chem-Nuclear Systems, LLC, a )

Division of Duratek, Inc., for Adjustment in )

the Levels of Allowable Costs and for )

Identification of Allowable Costs (FY 2005- )

2006) )

ORDER IDENTIFYING

ALLOWABLE COSTS

I. INTRODUCTION

This matter is before the Commission by way of the Application of Chem-Nuclear

Systems, LLC, a Division of Duratek, Inc., ("Chem-Nuclear" or "the Company"), dated

September 27, 2005. By its Application, Chem-Nuclear sought an adjustment in the

levels of certain allowable costs which the Commission had previously identified and for

the identification of allowable costs for Fiscal Year 2005-2006 associated with the

operation of the Company's regional low-level radioactive waste disposal facility located

in the vicinity of Bamwell, South Carolina (the "Barnwell Facility"). The Application

was submitted pursuant to the pertinent provisions of the Atlantic Interstate Low-level

Radioactive Waste Compact Implementation Act (the "Act"), which is codified as S.C.

Code Ann. §§ 48-46-10, et. se__q.(1976), as amended.

The Act established a comprehensive economic regulatory program and governs

the relationship between the State of South Carolina and operators of facilities for the
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disposalof low-level radioactivewaste. Amongotherthings,the Act providesfor South

Carolina's membershipin the Atlantic Low-level RadioactiveWaste Compact (the

"Compact") and authorizesthe mannerin which this Stateparticipatesin the Compact

with ConnecticutandNew Jersey,the othermemberstates. S.C.CodeAnn. § 48-46-20

(Supp.2005).

The Act fixes a scheduleof annuallydecliningmaximumvolumesof low-level,

radioactivewastethat a disposalfacility in SouthCarolinamay acceptfrom generators

within andwithout theCompact'smemberStates.S.C.CodeAnn. § 48-46-40(A)(6)(a)

(Supp.2005). In addition, the Act empowersthe SouthCarolinaBudget and Control

Board (the "Budget and Control Board") to fix the ratesthat an operatorof a disposal

facility in SouthCarolinamay chargea generatorfor disposalof the generator'slow-

level radioactivewaste. The Act fixes feesfor variouspurposesand provides for the

dispositionof revenuesproducedby the disposaloperationsof facilities subjectto the

Act. Chem-Nuclearoperatestheonly disposalfacility for low-level,radioactivewastein

SouthCarolina.

Under the Act, the Commissionhas theresponsibilityto identify the "allowable

costs" of a disposalfacility operator. S.C.CodeAnn. § 48-46-40(B)(1)(Supp.2005).

"Allowable costs" are "coststo a disposalsiteoperatorof operatinga regionaldisposal

facility" andthey "are limited to costsdeterminedby standardaccountingpracticesand

regulatoryfindings to be associatedwith facility operations." S.C.CodeAnn. § 48-46-

30(I) (Supp.2005). TheAct providesthat "allowablecosts" expresslyincludethe costs

of certain specifically identified activities necessaryin the operation of a low-level
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radioactivewastefacility. S.C.CodeAnn. §48-46-40(B)(3)(a)through(n) (Supp.2005).

Section48-46-40(3)alsoprovidesthat"allowable costs"include"any othercostsdirectly

associatedwith disposaloperationsdeterminedby [the Commission]to be allowable."

TheAct excludesfrom identificationas"allowable costs"the costsof certain expressly

listedactivitiesand"any othercostsdeterminedby [the Commission]to beunallowable."

S.C.CodeAnn. § 48-46-4003)(3)(Supp.2005).

The Act entitles a disposalfacility operatorto recoveran operatingmargin of

29%,which is appliedto identified"allowablecosts,"excludingcertain"allowablecosts"

for taxesandthe licensingandpermitting feeswhich theoperatoris responsibleto remit

to governmentalentities. S.C.CodeAnn. § 48-46-4003)(5)(Supp.2005).

The level of "allowable costs" and the statutory operating margin affect the

amountof annualrevenuethat a disposalfacility operatorremits to the Stateof South

Carolina. At the endof thefiscal year,theoperatorpaysthe SouthCarolinaDepartment

of Revenuean amountequal to the total revenuethe operatorhad received for waste

disposalservicesduring the fiscal year,reducedby the operator'sidentified "allowable

costs,"reducedfurtherby the 29% statutoryoperatingmargin on the "allowable costs"

undertheAct, andreducedfurtherby paymentsthat theoperatormadeduring the fiscal

year for reimbursementof certain administrativecostswhich the Budget and Control

Board,the Commission,the StateTreasurerandthe Atlantic CompactCommission(the

"CompactCommission")hadincurredfor theconductof thoseagencies'responsibilities

in administeringtheAct. S.C.CodeAnn. §48-46-6003)and(C) (Supp.2005).
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TheAct providesthat the operatorof a low-level radioactivewastedisposalsite

may apply to the Commissionfor adjustmentsin the levels of "allowable costs"which

theCommissionhadidentified for thepreviousfiscal yearandfor identificationof costs

which the Commissionhad not previously identified as"allowable costs." S.C.Code

Ann. § 48-46-40(B)(4)(Supp.2005). Upon dispositionof the issuesin an application,

the Act requiresthe Commissionto authorizethe site operatorto adjustits "allowable

costs" for the current fiscal year to compensatethe site operator for revenues"lost"

during the previous fiscal year (that is, the differencebetweenthe level of "allowable

costs"previouslyidentifiedandthelevelof "allowablecosts"identifieduponapprovalof

theapplication). Id.

Chem-Nuclearfiled its Application in thisproceedingseekingto be compensated

for the differencebetweenthe level of "allowable costs"which we identified in Order

No. 2005-338(A)andthe amountof suchcostswhich theCompanyactuallyexperienced

in theFiscalYear2004-2005andfor identificationof Chem-Nuclear's"allowablecosts"

for Fiscal Year 2005-2006. As in prior proceedings,Chem-Nuclearapplied to be

compensatedonly for those"allowable costs"incurredin FiscalYear 2004-2005where

the actualcostsweremore thanthosethat we had identified andapprovedin OrderNo.

2005-338(A). (Applicationatparagraphs10-13andExhibit A to theApplication).

This caserepresentsthe sixth annualproceedingin this Docket in which the

Commissionhas consideredthe identification of "allowable costs" for Chem-Nuclear

undertheprovisionsof theAct. SeeOrderNo. 2001-499,datedJune1,2001;OrderNo.
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2002-395,datedJune3, 2002; OrderNo. 2003-188,datedApril 14, 2003; Order No.

2004-349,datedJuly23,2004;andOrderNo. 2005-338(A),datedJune27,2005.

Upon receipt of the Company's Application, the Commission's Docketing

DepartmentdirectedChem-Nuclearto publish a Notice of Filing, advisingthepublic of

the submissionof the Application andof the mannerin which interestedpersonsmight

interveneor otherwiseparticipatein this proceeding. Chem-Nuclearfiled affidavitsof

publication which demonstratedits compliancewith the instructionsof the Docketing

Department.

The Act specifiescertain agenciesto be parties of record in proceedingsfor

identificationof allowablecostsbeforethe Commission.Thosepartiesare: theBudget

and Control Board, the ConsumerAdvocate for the State of SouthCarolina and the

Attorney Generalfor the Stateof SouthCarolina. S.C. CodeAnn. § 48-46-40(B)(9)

(Supp.2005). In addition,theCompactCommissionandthe SouthCarolinaDepartment

of Health and EnvironmentalControl ("DHEC") have the discretionunder the Act to

participateasparties. Id. Pursuantto the provisionsof S.C.CodeAnn. § 58-4-10(B)

(Supp.2005),the Office of RegulatoryStaff ("ORS") represents"the public interest"in

proceedingsin this Docket.

On April 12,2006, the Commissionheld an evidentiaryhearingwith respectto

the issuesin the Company'sApplication. The HonorableRandy Mitchell, Chairman,

presidedandCommissionersClybum,Hamilton,HowardandWright werein attendance.

Appearanceswere as follows: Robert T. Bockman,representedChem-Nuclear;Van

WhiteheadrepresentedDHEC;BonnieD. Shealy,representedthe CompactCommission;



DOCKET NO. 2000-366-A- ORDERNO.2006-328
MAY 30,2006
PAGE6

andFlorenceP. BelserandJeffreyM. Nelson representedthe ORS;neither the Budget

and Control Board nor the Consumer Advocate were represented by counsel. The

Attorney General did not appear or participate in the hearing. Duke Power and South

Carolina Electric & Gas Company, which had intervened in this Docket and participated

in some previous hearings, did not appear or participate in the hearing.

Chem-Nuclear and the ORS entered into an amended Settlement Agreement by

which they resolved various issues raised in the Application and during the audit which

ORS conducted. The amended Settlement Agreement was submitted to the Commission

at the hearing and is a part of the record as Hearing Exhibit No. 1. (TR. pp. 8-13).

Chem-Nuclear presented the evidence of two witnesses: Regan E. Voit and James W.

Latham. The ORS offered direct testimony

Agreement and the audit that ORS conducted.

concerning the amended Settlement

(Id.). The record of this proceeding

consists of the pleadings; the Commission's notices; the transcript of the oral testimony,

consisting of 71 pages; and three heating exhibits, including a report prepared by ORS of

its examination of Chem-Nuclear's books and records, which was submitted by direction

of the Commission and without objection by any party. (TR. pp. 13-14).

II. DISCUSSION OF ISSUES

All of the issues relating to the identification of "allowable costs" for Fiscal Year

2004-2005 and for Fiscal Year 2005-2006 were resolved among the parties or were not

contested in the evidence or positions of the parties. Consequently, the Commission will

discuss the issues in general to reflect our reliance upon the evidentiary record for the

findings and conclusions in this order.
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A. "Allowable Costs" for Fiscal Year 2004-2005

In accordance with the provisions of the Collaborative Review of Chem-Nuclear's

Operations and Efficiency Plan ("OEP") which Order No. 2004-349 approved for use in

these "allowable cost" proceedings, Chem-Nuclear's application and its evidence

separated costs into three categories: fixed costs, variable costs and irregular costs. (TR.

pp. 23 and 26). As Order No. 2004-349 recognized, the OEP was valid for use as a

"baseline for establishing a method for identifying 'allowable costs'." (Order No. 2004-

349, p. 17.)

1. Fixed Costs for Fiscal Year 2004-2005

Chem-Nuclear separated its fixed costs for Fiscal Year 2004-2005 into

several general categories: labor and fringe costs, non-labor costs, corporate allocation of

general and administrative expense, equipment leases and support, depreciation,

insurance, as well as those fixed costs for which the statutory operating margin was not

applicable. (Hearing Exhibit No. 3 (REV-1, p. A-l)). The operating experience for that

period resulted in total fixed costs of $7,785,664 which were actually incurred. (TR. p.

45) While the total fixed costs which Chem-Nuclear incurred for Fiscal Year 2004-2005

exceeded the level of fixed costs anticipated in Order No. 2005-338(A), the evidence

establishes that the costs were incurred to meet increased expenses which were

reasonable and properly identifiable as allowable costs in this proceeding. Principally,

those costs related to the allocated expenses for services provided by Duratek, Inc.,

Chem-Nuclear's parent company, for common services which produce general cost

savings by avoiding duplication of effort or expense. (TR. pp. 52 and 53-55). The
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identificationof those allocated costs was derived in the manner which the Commission

has previously approved. (See TR. p. 46; Hearing Exhibit No. 3 (REV-1, pp. A-3 and A-

4)). In addition, the Company incurred fixed costs for equipment leases (TR. pp. 45-46,

51-52 and 56-60; Heating Exhibit No. 3 (REV-1, pp. A-2)) and for the expenses

associated with its legal defense against the challenge to DHEC's approval of the renewal

of its operating license (TR. pp. 30 and 46-47; Heating Exhibit No. 3 (REV-1, pp. A-4

and A-5)). The evidence in the record fully supports the identification of $7,785,664 as

fixed "allowable costs" for Fiscal Year 2004-2005.

2. Variable Material Costs for Vaults for Fiscal Year 2004-2005

The actual costs for the material costs for vaults are predicated on a

number of factors, including the size and shape of waste packages and the number and

size of vaults required for disposal. (TR. pp. 39 and 47; Hearing Exhibit No. 3 (REV-1,

p. A-7)). For Fiscal Year 2004-2005, Chem-Nuclear's actual costs for disposal vaults

were $1,489,910. (TR. p. 39; Heating Exhibit No. 3 (REV-1, p. A-7)). There is no

evidence in the record in opposition to the identification of that amount as the proper

"allowable cost" for variable material costs for vaults.

3. Variable Labor Costs and Non-Labor Costs for Fiscal Year 2004-2005

Order No. 2005-338(A) determined various categories of rates applicable

to purchase, inspection, and placement of disposal vaults; handling of the various classes

of waste shipments; slit trench offload operations; customer assistance; and scheduling of

waste shipments and maintenance of disposal records. (TR. pp. 39-40 and 47-48). The

variable Labor and Non-Labor rates are associated with several independent variables.
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(Id. pp. 40 and 48). The baseratesthat Order No. 2005-338(A)establishedactually

producedestimatedvariablelaborandnon-laborcostswithin approximatelyfour percent

(4%) of Chem-Nuclear'sactuallyexperiencedvariablecostsfor FiscalYear2004-2005

(Id.; HeatingExhibit No. 3 (REV-1, p. A-6)). There is no evidencein the record in

oppositionto the identificationof $771,771asthe allowablevariablelaborandnon-labor

costsfor thatperiod.

4. IrregularCostsfor FiscalYear2004-2005

Irregularcostsincludecostsfor projectsthat arenonrecurringannuallyor

varyingcostsfor projectswhich continuefor morethana year. (TR. pp.40 and48). The

recordcontainsnumerousdescriptionsof eachproject and the actualcoststhat Chem-

Nuclearincurredfor themin FiscalYear2004-2005.(Id., pp. 40-42and48-51;Hearing

Exhibit No. 3 (REV-1, pp.B-1 throughB-3)). At thedateof the issuanceof OrderNo.

2005-338(A),not all of the irregular costsfor Fiscal Year 2004-2005were known and

measurable.The evidencehereestablishesthat Chem-Nuclearincurredactualirregular

costs for Fiscal Year 2004-2005of $803,696. (TR. pp. 40 and 48). That amountis

uncontestedby anyevidencein therecord.

B. Proposed "Allowable Costs" for Fiscal Year 2005-2006

Chem-Nuclear's Application and the evidence in the record presented "allowable

costs" to be identified for Fiscal Year 2005-2006, separated into the three cost categories

that were submitted in the Collaborative Review of the OEP and adopted in Order No.

2004-349. (TR. pp. 42-43 and 49-51; Hearing Exhibit No. 3 (REV-1, p. C-l)).

1. Allowable Fixed Costs for Fiscal Year 2005-2006
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Chem-Nuclearproposedtotal fixedcostsof $7,758,171to be identified as

"allowable costs" for FiscalYear 2005-2006. (TR. p. 42-43 and49-50). That amount

was basedon actual fixed costs incurred in Fiscal Year 2004-2005,with appropriate

adjustmentsfor inflation as the Commissionhaspreviously approved. The total fixed

costs for Fiscal Year 2005-2006 include $780,423 to which the statutory operating

margin is not applicable. (HearingExhibit No. 3 (REV-1,p. C-l)). Therecordcontains

no evidencein oppositionto the identificationof $7,758,171asallowablefixed costsfor

FiscalYear2005-2006.

2. Allowable IrregularCostsfor FiscalYear2005-2006

Chem-Nucleardescribedgeneralcategoriesof projects with estimated

total costsof $205,463,which it categorizedasirregularcostsfor FiscalYear2005-2006.

(TR. pp. 43 and 50; HearingExhibit No. 3 (REV-1, P. C-I)). The record containsno

evidencein oppositionto the identification of $205,463asallowable irregularcostsfor

FiscalYear2005-2006.

3. VariableMaterialsCosts(Vaults)Ratesfor FiscalYear2005-2006

For FiscalYear2005-2006,Chem-Nuclearproposedvariablematerialcost

ratesfor eachcategoryof wastereceivedbasedupontherateswhich we hadapprovedin

Order No. 2005-338(A) for Fiscal Year 2004-2005,as adjusted for a documented

increasein thecost of concretedisposalvaults from Chem-Nuclear'ssupplier. (TR. pp.

43and50-51;HeatingExhibit No. 3 (REV-1,p. C-l)). Therewasno evidenceof record

in oppositionto theproposedvariablecostratesfor disposalvaults.
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4. VariableLaborandNon-LaborRatesfor FiscalYear2005-2006

For Fiscal Year 2005-2006,Chem-Nuclearproposedrates for variable

labor and non-labor costs. Thoseratespertainedto five categories: vault purchase,

inspectionand placement(per vault); ABC wastedisposal(per shipment);Slit Trench

WasteOperations(peroffload); customerassistance(pershipment);andmaintenanceof

trenchrecords(percontainer).Therateswerebasedon theratesapprovedin OrderNo.

2005-338(A),adjustedfor inflation. (TR. pp.43 and50). Thereis no evidenceof record

in oppositionto thoserates.

III. FINDINGS AND CONCLUSIONS

1. The Public Service Commission of South Carolina is authorized and

directed by S.C. Code Ann. §§ 48-46-40(B), et se_e._q.(Supp. 2005) to identify allowable

costs for Chem-Nuclear's operation of a regional low-level radioactive waste disposal

facility in South Carolina. The facility is located in Bamwell, South Carolina.

2. Chem-Nuclear has operated the disposal site in question continuously

since 1971 without interruptions. The site is comprised of approximately 235 acres of

property owned by the State of South Carolina and leased by Chem-Nuclear from the

Budget and Control Board. Approximately 105 acres have been used for disposal.

Approximately 10 acres remain available for disposal. The remaining 120 acres include a

buffer zone area, water basins, and space for support operations.

3. Undisputed amounts in Chem-Nuclear's accounts that shall herein be

identified and approved by this Commission as "allowable costs" for Fiscal Year 2004-

2005, are included in Appendix A, which is attached to this Order.
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4. Further, we approveand identify as "allowable costs" for Fiscal Year

2005-2006theindividual figuresandthesumof $7,963,634in fixed andirregularcosts.

We approvethevariablecostratesfor FiscalYear2005-2006,asthosecostsandratesare

depictedin Appendix B, which is attachedto this Order. The actual expensein the

variable costscategorywill be dependenton the actualvolumesand classesof waste

received. The ratesin Appendix B areappropriatelydocumentedin the recordof this

proceeding.

5. Chem-Nuclearshall continueto submitmonthly reportsof variable cost

datato theCommissionasrequiredby CommissionOrderNo. 2001-499.

This Ordershall remain in full force andeffect until further Orderof the.

Commission.

BY ORDER OF THE COMMISSION:

ATTEST:

G. O'Neal Hamilton, Vice Chairman

(SEAL)
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Chem-Nuclear Systems, LLC
Allowable Costs

Fiscal Year Ending June 30, 2005

Description

Fixed Costs

Fixed Labor and Fringe

Non-Labor Costs

Depreciation
Insurance

Equipment Leases and Support
Corporate G&A

Intangible Asset Amortization (Operating Costs)*
Employee Retention Compensation*

Legal Support*

Total Fixed Costs

Variable Costs

Vault costs

Variable Labor and Fringe **

Total Variable Costs

Irregular Costs

Total Irregular Costs (see page 2 of 2)

Allowable Cost

$ 2,898,573

$ 1,282,515
$ 97,211
$ 798,3O0
$ 373,092
$ 1,187,072
$ 625,000
$ 101,858

$ 422,043

$ 7,785,664

$ 1,489,910
$ 771,771

$ 2,261,681

$ 803,696

Total Allowable Costs $ 10,851,041

* Not subject to statutory operating margin

** Categories of cost include: Vault Purchase and Inspection, ABC Waste Disposal, Slit Trench
Operations, Waste Acceptance and Trench Records.
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Chem-Nuclear Systems, LLC

Allowable Costs

Fiscal Year Ending June 30, 2005

Irregular Cost Item Labor+Frinfle Non-Labor Total Cost

Irregular components

Various Trenches
Combined Decontamination and
Corrective Actions

Engineering Drawing Updates

Miscellaneous Irregular Projects
License Renewal and Appeal
Costs

B&CB support (irregular)

Other Irregular costs

$ 12,552 $ 107,022 $ 119,574

$ 52,160 $ 263,044 $ 315,204

$ 3,473 $ 11,293 $ 14,766

$ 60,260 $ 23,666 $ 83,926

$ 8,206 $ (41) $ 8,165

$ 163,422 $ 86,956 $ 250,378

$ 8,228 $ 8,228

$ m 1,5 $ 3 440 $ 3,455

Total Irregular Costs $ 308.316 $ 495:380 $
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Chem-Nuclear Systems, LLC
Allowable Costs

Fiscal Year Ending June 30, 2006

Description
Fixed Costs

Allowable Cost

Labor and Fringe
Non-labor Costs
Depreciation
Insurance

Equipment Leases and Support
Corporate Allocation (Management Fee/G&A)
Intangible Asset Amortization (Operating
Rights)*
Employee Retention Compensation*

Legal Support*

$ 3,000,000
$ 1,308,109
$ 25O,O00
$ 830,232
$ 386,150
$ 1,203,257

$ 625,000
$ 105,423

$ 50,000

Total Fixed Costs $ 7,758,171

Irregular Costs

Trench Construction

License Appeal
Corrective Action

Site Engineering Drawings
Irregular Components
Miscellaneous

Total Irregular Costs

Variable Costs

Variable Labor and Non-Labor Rates

Vault Purchase and Inspection (per vault)
ABC Waste Disposal (per shipment)
Slit Trench Operations (per slit trench offload)
Customer Assistance (per shipment)
Trench Records (per container)

Variable Material Costs (Vault Costs)
Class A Waste (per cubic foot)
Class B Waste (per cubic foot)
Class C Waste (per cubic foot)
Slit Trench Waste (per cubic foot)

* Not subject to statutory operating margin

$ 128,771
$ 5,951
$ 19,277
$ 22,808
$ 291

$ 28,365

$ 205,463

$ 89.31
$ 1,225.69
$ 8,666.66
$ 293.80
$ 68.32

$ 37.78
$ 38.08
$ 38.00
$ 124.23


